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the date offacilityacquisitiontothepresentbased on thechange in the R. S. Means 

Construction Index. 

(2) The inflation-adjusted historical cost of property per bedas determined above is arrayed to 

arrive at the average historical of property of the median bed. 

(3) The average historicalcost of property of the median bedas determined aboveis extended 

times the number of beds for each facility that are usedto provide nursing facility services,to 

arrive at the fair rental value amount. 

(4) Thefairrentalvalueamountisextended by arentalratetoarrive at thefairrental 

allowance. The rental rate shall be a simple averageof the United States Treasury bond, thirty 

(30) year amortization, constant maturityrate plus three percent(3%), in effecton the first day 

of the month that the index is published for each of the twelve (12) months immediately 

preceding the rate effectivedate as determined in section 6(a) this rule. The rental rate shall 

be updated quarterly on January 1, April1, July 1, and October1. 

405 IAC 1-14.6- 13 Reporting of financing arrangements;working capital; interest; allocationof loans 

Authority: IC 12-8-6-5; IC 12-15-1-10; IC 12-15-21-2 

Affected: IC 12-13-7-3; IC 12-15 

Sec. 13. (a) All patient-related property financing arrangements shall be fully and completely 

disclosed on the forms prescribedby the office. 
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Rule 14.5. Rate-Setting Criteria forHIV Nursing Facilities 

405 IAC 1-14.5-1Policy; scope 

Authority: IC 12-8-6-5; IC 12-15-21-2
IC 12-15-1-10; 
Affected: IC 12-13-7-3;IC 12-15;IC 24-4.6-1-101 

Sec. 1. (a) This rulesets forth procedures for payment for services renderedto Medicaid recipientsby duly certified 
nursing facilities(NF) that provide skilledand intermediate nursingcare for chronically medically dependent people 
infected by the human immunodeficiency virus (HIV). All payments referred to within this rule for the provider 
group and levels of care are contingent upon the following: 
(1) Proper and current certification. 
(2) Compliance with applicable stateand federal statutes and regulations. 
(b)Theproceduresdescribed in thisrulesetforthmethodsofreimbursementthatpromotequality of care, 
efficiency, economy, and consistency. These procedures recognize level and quality of care, establish effective 
accountability over Medicaidexpenditures,provideforaregularreviewmechanismforratechanges,and 
compensateprovidersforreasonable,allowablecostswhichmust beincurredbyefficientlyandeconomically 
operatedfacilities.Thesystem of paymentoutlined in thisrule is aprospectivesystem.Costlimitations are 
contained in this rule which establish parameters regarding the allowabilityof costs and define reasonable allowable 
costs. 
(c) Retroactive repayment will be required by providers when an audit verifies overpayment due to discounting, 
intentional misrepresentation, billing or paymenterrors, or misstatementof historical financial or historical statistical 
data which caused a higher rate than would have been allowed had thedata been true and accurate. Upon discovery 
that a provider has received overpayment of a Medicaid claim from the office, the provider must complete the 
appropriate Medicaid billing adjustmentform and reimburse the oflice for the amount of the overpayment, or the 
ofice shall make a retroactive payment adjustment,as appropriate. 

405 IAC 1-14.5-2Definitions 

Authority: IC 12-8-64;IC 12-15-1-10;
IC 12-15-21-2 
Affected: IC12-13-7-3;IC 12-15;IC 16-10-1 

Sec. 2 .  (a) As used in this rule, "allowable per patient day cost" means a ratio between total allowable cost and 

patient days. 

(b) As used in this rule, "annual or historical financial report" refers to a presentation of financial data, including 

appropriatesupplementaldata, and accompanyingnotes,derivedfromaccountingrecordsandintended to 

communicate the provider's economic resources
or obligations at a point in time, or changes therein for a period of 
time in compliance with the reporting requirementsof this rule. 
(c) As used in thisrule, the "Medicaidcostperpatientday"meansthesum of thedirectcare,indirectcare, 
administrative and capital component medians calculated in accordance with 405 IAC 1-14.3. For providers of 
skilled nursing care for chronically medically dependent persons infected with the human immunodeficiency virus 
(HIV), the Medicaid cost per patient dayis calculated by adding: 

(1) the product of the direct care median times a Medicaid case mix levelof 1.27; 
(2) the indirect care median; 
(3) the administrative median;and 
(4) the capital component median. 

For providers of intermediate nursing care for chronically medically dependent persons infected with the human 
immunodeficiencyvirus (HIV), the Medicaid cost per patient day is calculatedby adding: 

(1) the productof the direct care median times a Medicaid caselevel of .69; 
(2) the indirect care median; 
(3) the administrative median;and 
(4) the capital component median. 

TN 0 0 - 0 0 8  ' ,  

Supersedes: TN 98-014 Approval Date" ' Effective 




who 

with 

State: Indiana Attachment 4.19D 
Page 50 

The Medicaid cost per patient be maintained by the office withday shall be computed on a statewide basis and shall 
revisions made four(4) times per year effective April1, July 1, October 1, and January 1. 
(d) As used in this rule, “change of provider status" means a bonafide sale or capital lease that for reimbursement 
purposes is recognized as creating a new provider status that permits the establishment of an initial interim rate. 
Except as providedundersection 17(f) of thisrule,the term includesonlythosetransactionsnegotiated at arm's . 

length between unrelated parties. The term does not include a facility lease transaction that does not constitute a 
capitalleaseunderFinancialAccountingStandardsBoardStatement13 as issued by theAmericanInstitute of 
Certified Public Accountantsin November 1976. 
(e) As used in this rule, "chronically medically dependent" means a medical condition of a personis infected by 
the human immunodeficiency virus (HIV) and has been certified by a physician as, because of the HIV infection, 
requiring a skilledor intermediate levelof care as specified under405 IAC 1-3-1 and 1-3-2. 
(0 As used in this rule, "cost center" means a cost category delineated by cost reporting forms prescribed by the 
office. 
(8) As used in this rule, "debt" means the lesser of the original loan balanceat the time of acquisition and original 
balancesofotherallowable loans or eightypercent (80%) of the allowablehistoricalcostoffacilitiesand 
equipment. 
(h) As used in this rule, "desk audit" means a review of a written audit report and its supporting documents by a 
qualified auditor, together the auditor's writtenfindingsand recommendations. 
(i) As used in this rule, "equity" means allowable historical costsof facilities and equipment, less the unpaid balance 
of allowable debtat the provider's reporting year end. 
(j) As used in this rule, "field audit" means a formal official verification and methodical examinationand review, 
including the final written reportof the examinationof original books of accounts by auditors. 
(k) As used in this rule, "forms prescribed by the office" means forms provided by the office or substitute forms 
which have received prior written approval by the office. 
(I) As used in this rule, "general line personnel" means management personnel above the department head level who 
perform a policy makingor supervisory function impacting directly on the operationof the facility. 
(m) As used in this rule, "generally accepted accounting principles"or "GAAP means those accounting principles 
as established by the American Instituteof Certified Public Accountants. 
(n) As used in this rule, "like levelsof care" means: 
(1) skilledcare provided in a nursing facility; 
(2) intermediate care providedin a nursing facility; 
(3) special skilledor intermediate services providedto persons whoare chronically medically dependent becauseof 
HIV. 
(0)As used in this rule, "medical and nonmedical supplies and equipment" include those items generally requiredto 
assure adequate medical care and personal hygieneof patients by providers of like levelsof care. 
(p) As used in thisrule, "ofice" means the officeof Medicaid policy and planning. 
(q)As used in this rule, "ordinary patient related costs" means costsof services and supplies that are necessaryin 
delivery of patient care by similar providers within the state. 
(r) As usedin this rule, "patient/recipientcare" means those Medicaid program services delivered to a Medicaid 
enrolled recipientby a certified Medicaid provider. 
(s) As used in this rule, "profit add-on" means an additional payment to providers in addition to allowable costsas 
an incentive for efficient and economical operation. 
(t) As used in this rule, "reasonable allowable costs" means the price a prudent, cost conscious buyer would pay a 
willing sellerfor goods or services in an arm's-length transaction, notto exceed the limitations set outin this rule. 
(u) As used in this rule, "related party/organization" means that the provider is associated or affiliated with,or has 
the ability to control,or be controlled by, the organization furnishingthe service, facilities,or supplies. 
(v) As used in this rule, "special skilled or intermediate services" means medical and healthcare services that are 
provided to a patient who is: 
(1 )  chronically medically dependent;and 
(2) in need of a level of care that is less intensive than the care provided in a hospital licensed under IC 16- 10­1. 
(w) As usedin this rule, "unit of service" means all patient care at the appropriate level of care included in the 
established per diem rate requiredfor the careof an inpatient forone (1) day (twenty-four(24) hours). 
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(x) As used in this rule, "use fee" means the reimbursement provided ofto fully amortize both principal and interest 
allowable debt under theterms and conditions specifiedin this rule. 

405 IAC 1-14.5-3 Accounting records; retention schedule; audit trail; accrual basis; segregation of accounts 
by nature of business and by location 
Authority: IC 12-8-65; IC 12-15-1-10; IC 12-15-21-2 
Affected: IC 12-13-7-3; IC 12-15 

Sec. 3 .  (a) Generally accepted accounting principles shall be followed in the preparation and presentation of all 

financialreportsandallreportsdetailingproposedchange of provider status transactions,unlessotherwise 

prescribed by this rule. 

(b) Each provider must maintain financial records for a period of three (3) years after the date of submission of 

financial reports tothe office. The accrual basisof accounting shallbe used in all data submittedto the office except 

for governmentoperatedprovidersthatareotherwiserequired bylaw to useacashsystem. The provider's 

accounting records must establish to the office.
an audit trail from those records to the financial reports submitted 
(c) In the event that a field audit indicates the provider's records are inadequateto support data submittedto the 
office and the auditor is unable to complete the audit and issuean opinion, the provider shallbe given, in writing, a 
list of the deficiencies and allowed sixty(60) days from the dateof receipt of this noticeto correct the deficiencies. 
In the event the deficiencies are not corrected within the sixty (60) day period, the office shall not grant any rate 

increase to the provider until the cited deficiencies are corrected and notice is sent to the ofice by the provider. 

However, theoftice may: 

(1) make appropriate adjustments from inadequate records;
to the applicable cost reports of the provider resulting 
(2) document such adjustmentsin a finalized exception report; and 
(3) incorporate such adjustments in prospective rate calculations under section1(d)of this rule. 
(d) Each provider shall submit, upon request, confirmationthat all deficiencies and adjustments noted in the field 
audit final written report have been corrected andare not present in the current period annual financial report. 
However, if deficiencies and adjustments arenot corrected, the office may make appropriate adjustmentsto current 
and subsequent cost reports of the provider. 

(e) If a provider has business enterprises other than those reimbursed by Medicaid under this rule, the revenues, 

expenses, and statistical and financial records for such enterprises shall of the
be clearly identifiable from the records 
operations reimbursed by Medicaid. If a field audit establishes that records are not maintained so as to clearly 
identify Medicaid information, none of the commingled costs shall be recognizedas Medicaid allowable costs and 
the provider's rate shall as of the dateof the most recent rate change.be adjusted to reflect the disallowance effective 

(e) 	 When multiple facilities or operations are owned by a single entity with a central office, the central office 
records shall be maintained as a separate set of records with costs and revenues separately identified and 
appropriately allocated to individual facilities. Each central office entity shall file an annual or historical 
financial report coincidental with the time period for type of rate review for any individual facility that 
receives any central office allocation. Allocation of central office costs shall be reasonable, conform to 
G M P ,  and be consistent between years. Any change of ofice allocation bases mustbe approved by 
theofficeprior to thechangesbeingimplemented.Proposedchanges in allocationmethodsmust be 
submitted to the office at least ninety (90) days prior to the reporting period to which the change applies. 
Such costs are allowable only to the extent that the central officeis providing services relatedto patient care 
and the provider can demonstrate that the central office costs improved efficiency, economy, and qualityof 
recipient care. The burdenof demonstrating that costs are patient related with the provider. 

405 IAC 1-14.5-4 Financial report to office; annual schedule; prescribed form; extensions; penalty for 
untimely filing 
Authority: IC 12-8-6-5; IC 12-15-1-10; IC 12-15-21-2 
Affected: IC 12-13-7-3; IC 12-15 
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Sec. 4. (a) Each provider shallsubmit an annual financialreport to the office not later than ninety(90) days after the 
close of the provider’sreporting year. The annual financial report shall coincide with the fiscal year used by the 
provider to report federal income taxes for the operation unless the provider requests in writing that a different 
reporting period be used. Sucha request shall be submitted within sixty(60) days after the initial certificationof a 
provider. This optionmay be exercised onlyone (1) timeby a provider. If a reporting period other thanthe taxyear 
is established,audittrailsbetweentheperiodsarerequired,includingreconciliationstatementsbetween the 
provider's records and the annual financial report. 
(b) The provider's annual financial reportshall be submitted usingforms prescribed by the office. All data elements 
and required attachments shallbe completed so as to providef u l l  financial disclosure and shall include the following 
as a minimum: 
( I )  Patient census data. 
( 2 )  Statistical data. 
(3) Ownership and related party information. 

(4) Statement of all expenses and all income, excluding non-Medicaid routine income. 

(5) Detail of fixed assets and patient related interest bearingdebt. 

(6 )Complete balance sheet data. 

(7) Schedule of Medicaid and private pay charges in effect on the last day of the reporting period, and the rate 

effective dateas defined by this rule; private pay charges shall
be the lowest usual and ordinary charge. 
(8) Certification by the provider that: 

(A) the data are true, accurate, relatedto patient care; and 
(B) expenses not related to patient care have been clearly identified. 

(9) Certification by the preparer, if different from the provider, that the data were compiled from all information 
provided to the preparerby the provider, andas such are true and accurateto the bestof the preparer's knowledge. 
(c) Extension of the ninety(90) day filing period shall notbe granted unlessthe provider substantiatesto the office 
circumstances that precludea timely filing. Requests for extensions shall be submittedto the office, prior to the date 
due, with full and complete explanationof the reasons an extensionis necessary. The office shall review the request 
for extension and notifythe provider of approval or disapproval within ten (10) days of receipt. If the request for 
extension is disapproved, thereport shall be due twenty (20) days from the date of receipt of the disapproval from 
the office. 
(d) Failureto submit an annual financial report within the time limit required shall in the following actions: 
( I )  No rate review requests shall be accepted delinquentreport is received.or acted upon by the office until the 
(2) When an annual financial report is thirty(30) days past dueand an extension has not been granted, the rate then 
currently being paidto the provider shall be reduced by ten percent (1  10% effective on the first day of the month 
following the thirtiethday the annual financial reportis past due, and shall so remain until the first day of the month 
after the delinquent annual financial report is received by the office Reimbursement lost because of the penalty 
cannot be recovered by the provider. 

405 IAC 1-14.5-5 New provider; initial financial report to office; criteria for establishinginitial interim rates; 

supplemental report; base rate setting 

Authority: IC 12-8-6-5; IC 12-15-1-10; IC 12-15-21-2 

Affected: IC 12-13-7-3; IC 12-15 


Sec. 5. (a) Rate requeststo establish initial interim rates
for a new operation or a new type of certified service,or for 
a change of provider status, shall be filedby submittingan initial rate request to the office on or before thirty (30) 
days after notification of the certificationdate or establishment of a new service. Initial interim rates will be set at 
the greater of the prior provider's then current rate, if applicable, or the fiftieth percentile rate. Initial interim rates 
shall be effective upon certification or the date that a service is established, whichever is later.The fiftieth percentile 
shall be computed on a statewide basis for like levels of care using current rates of all nursing facility providers. 
The fiftieth percentile rate shall be maintainedby the office, anda revision shall be made to this rate four (4) times 
per year effective on March1, June 1, September 1, and December1. 
(b) The provider shall filea nine (9) month historical financial report within (60) days following the endof the 
first nine (9) months of operation. The nine (9) months of historical financial data shall be used to determine the 
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provider's base rate.The base rateshall be effective from the first day of the tenth monthof certified operation until 
the next regularly scheduled annual review. An annual financial report need not be submitted until the provider’s 
first fiscal year end that occurs after the rate effectivedate of a base rate. In determining the base rate, limitations 
and restrictions otherwise outlinedin this rule shall apply. For purposesof this subsection, in determining the nine 
(9) months of the historical financial report,if the first day of certification fallson or before the fifteenth day of a 
calendar month,then that calendar month shallbe considered the provider's first monthof operation. If the first day 
of certification falls after the fifteenth day of a calendar month, then the immediately succeeding calendar month 
shall be considered the provider's first monthof operation. 
(c) The provider'shistoricalfinancialreportshallbesubmittedusingformsprescribedbytheoffice.Alldata 
elements and required attachments shall thebe completed so as to provide full financial disclosure and shall include 
following as a minimum: 
( I )  Patient census data. 
( 2 )  Statistical data. 
(3) Ownership and relatedparty information. 
(4) Statement of all expenses andall income, excluding non-Medicaid routine income. 
( 5 )  Detail of fixed assetsand patient related interest bearing debt. 
(6) Complete balance sheet data. 
(7) Schedule of Medicaid and private pay charges in effect on the last day of the reporting period, and the rate 
effective date as defined by thisrule; private pay charges shallbe the lowest usual and ordinary charge. 
(8) Certification by the provider that: 

(A) thedata are hue, accurate, relatedto patient care; and 
(B) expenses not related to patient care havebeen clearly identified. 

(9) Certification by the preparer, if different from the provider, that the data were compiled from all information 
provided to the preparer,by the provider,and as such are true and accurateto the bestof the preparer's knowledge. 

(d) The base rate may be in effect for longeror shorter than twelve(12) months. In such cases, the various 
applicable limitations shallbe proportionately increasedor decreased to cover the actual time frame, using a twelve 
(12) month period as the basis for the computation. 
(e) Extension of the sixty (60) day filing period shallnot be granted unless the providersubstantiatesto the ofice 
circumstances that preclude a timely filing. Requests for extensions shallbe submitted to the office, prior to the date 
due, with full and complete explanationof the reasonsan extension is necessary. The office shall review the request 
and notify the provider of approval or disapproval within ten(IO) days of receipt. If the extension is disapproved, 
the report shall bedue twenty (20) days from thedate of receipt of the disapproval from the office. 
(0 If the provider failsto submit the nine(9) months of historical financial data within ninety (90) days following 
the end of the first nine(9) months of operation, and an extensionhas not been granted, the initial interim rate shall 
be reduced by ten percent(10% effective on the first day of the tenth month after certification and shallso remain 
until the first day ofthe month after the delinquent annual financial report is receivedby the office. Reimbursement 
lost becauseof the penaltycannot be recoveredby the provider. 
(g) Except as provided in section 17(f)of this rule, neitheran initial interim rate nor a baserate shall be established 
for a provider whose change as established in this rule.of provider status was a related party transaction 
(h) The change of provider status shall be rescinded if subsequent transactionsby the provider cause a capital lease 
to be reclassified as an operating lease under the pronouncements adopted by the American Institute of Certified 
Public Accountants. 

405 IAC 1-14.5-6 Active providers; rate review; annual request; additional requests; requests due tochange 

in law; request concerning capital return factor;computation of factor 

Authority: IC 12-8-65; IC 12-15-1-10; IC 12-15-21-2 

Affected: IC 12-13-7-3; IC 12-15 


Sec. 6. (a) As a normal practice, rates shall be reviewed once each year using the
annual financial report as the basis 
of the review. The rate effective date shall be the first day of the fourth month following the provider's reporting 
year end, provided the annual financial report is submitted within ninety (90) days of the end of the provider's 
reporting period. 
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(b) The office mayconsiderchanges in federal or state law or regulation during acalendaryear to 
determine whether a significantrate increase is mandated. This review willbe considered separatelyby the office. 
(c) When changes to historical costs meet the requirements 7 of thisof section 5of this rule, this section, and section 
rule andamount to five percent (5%) or more of the historical costof thefacilities and equipmentas reported on the 
mostrecent annual or historicalreport,theprovidermayrequesta rate review to establisha new basisfor 
computation of the capital return factor portionof the rate. The change in the capital returnfactor shall be allowed 
subject to the difference between the capital return factor allowed before the change and the capital return factor 
allowed after the change. The capital return factor allowed after the change shall be computed using minimum 
occupancy levels specified in section 7(b) of this rule. 

405 IAC 1-14.5-7 Request for ratereview; occupancy level assumptions; effect of inflation 

Authority: IC 12-8-6-5; IC 12-15-1-10; IC 12-15-21-2 

Affected: IC 12-13-7-3; IC 12-15 


Sec. 7.(a) Rate settingshall be prospective, based onthe provider's annual or historical financial report for the
most 
recentcompletedyear. In determiningprospectiveallowable costs, eachprovider'scostfromthemostrecent 
completed year will be adjusted for inflation by the office using the methodologyin this subsection. All allowable 
costs of the provider,exceptformortgageinterest on facilitiesandequipment,depreciationonfacilities and 
equipment, rent or leasecostsforfacilitiesandequipment,andworkingcapitalinterestshall be increasedfor 
inflation using the Health Care Financing Administration/SkilledNursing Facility (HCFA/SNF)index as published 
by DRI/McGraw-Hill. The inflation adjustmentshall apply from the midpoint of the annual or historical financial 
report periodto the midpoint of the expected rate period. 
(b) For nursing facilities, allowable costs per patient day for certain fixed costs shall be determined based on an 
occupancy level equalto the greater of ninety percent (90%) effective with the effectivedate of this rule or actual 
occupancy. The fixed costs subjecttothisminimumoccupancylevelstandardinclude the capitalreturnfactor 
determined in accordance with sections12 through 17 of this rule. 

405 IAC 1-14.5-8 Limitations or qualifications to Medicaid reimbursement; advertising; vehicle basis 

Authority: IC 12-8-6-5; IC 12-15-1-10; IC 12-15-21-2 

Affected: IC 12-13-7-3; IC 12-15 


Sec. 8. (a) Advertising is not an allowable cost under this rule except for those advertising costs incurred in the 

recruitment of facility personnel necessary for compliance with facility certification requirements. Advertising costs 

are notallowable in connection with public relationsor fundraising or to encourage patient utilization. 

(b) Each facility andhome ofice shall be allowed only one (1) patient care-related automobileto be included in the 

vehicle basis for purposes of cost reimbursement under this rule.As used in this subsection, "vehicle basis" means 

the purchase priceof the vehicle used for facilityor home office operation.If a portionof the use of the vehicleis 

for personal purposes or for purposes other than operationof the facility or home office, then such portion of the 

cost must not be includedin the vehicle basis. The facility and home
office are responsiblefor maintaining records 
to substantiate operational and personal use for one (1) allowable automobile, This limitation does not apply to 
vehicles with agross vehicle weight of morethan six thousand (6,000) pounds. 

405 IAC 1-14.5-9 Criteria limiting rate adjustment grantedby oftice 

Authority: IC 12-8-6-5; IC 12-15-1-10; IC 12-15-21-2 

Affected: IC 12-13-7-3; IC 12-15 


Sec. 9. (a) The Medicaid reimbursement system is based on recognition of the provider's allowable costs, plus a 

potential profit add-on payment. The payment rate is subject to several limitations. Rates willbe established at the 

lowest of the four (4) limitations listed
as follows: 
(1) The Medicaid costper patient day times one hundred fifteen percent(1 15%). This subdivision does not apply to 
private room rates. 
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(2) In no instance shallthe approved Medicaid ratebe higher than therate paid to that provider bythe general public 

for the sametype of services. 

(3) Should the rate calculations produce a rate higher than the reimbursement rate requested by the provider, the 

approved rate shallbe the rate requested bythe provider. 

(4)Inflated allowable per patient day cost plus the allowed profit add-on payment. The profit add-on is equal to 

fifty percent(50%) of the difference (if greater than per patient day
zero (0)) between a provider's inflated allowable 
cost, and one hundred ten percent (1  10%) of the Medicaid cost per patient day, calculated on a statewide basis. 
Under no circumstances shall a provider's profit add-on exceedten percent (10%) of the Medicaid cost per patient 
day, calculated on a statewide basis. 
(b) The rate for private rooms and the rate forrooms with three(3) beds or more shall be calculated usingthe ratio 
or percentage spreadof the proposed private pay rates for those typesof beds timesthe rate for rooms withtwo (2) 
beds, subjectto the other limitationsof this section. 

405 IAC 1-14.5-10 Computation of rate; allowable costs; review of cost reasonableness 

Authority: IC 12-8-6-5; IC 12-15-1-10; IC 12-15-21-2 

Affected: IC 12-13-7-3; IC 12-15 


Sec. 10. (a) Costs and revenues shall be reported as required on the financial report forms. Patient care costs shall 

be clearly identified. 

(b) The provider shall report in the providing of patient care
as patient care costs only costs that have been incurred 
services. The provider shall certify on all to patient care have been separatelyfinancial reports that costs not related 
identified onthe financial report. 
(c) In determiningreasonableness of costs,theofficemaycomparelineitems, cost centers, or totalcosts of 
providers with like levels of care throughout the state. The office may request satisfactory documentation from 
providers whose costsdo not appearto be accurateor allowable. 
(d) Indiana state taxes, including local taxes, shall be considered an allowable cost. Federal income taxes are not 
considered allowable costs 

405 IAC 1-14.5-11 Allowable costs; services provided by parties related to provider 

Authority: IC 12-8-6-5; IC 12-15-1-10; IC 12-15-21-2 

Affected: IC 12-13-7-3; IC 12-15 


Sec. 1 1. (a) Costs applicable to services, facilities, and suppliesfurnishedto the provider by organizations relatedto 
the provider by common ownership or control may be included in the allowable cost in the unit of service of the 
provider at the cost to the related organization. However, such cost must not exceed the price of comparable 
services, facilities, or supplies thatcould be purchased elsewherein an arm's-length transaction. 
(b) Common ownership exists whenan individual, individuals,or any legal entity possesses ownershipor equity of 
at least five percent(5%) in the provideraswell as the institutionor organization serving the provider.An individual 
is considered to own theinterest of immediatefamilyforthedetermination of percentage of ownership. The 
followingpersons are considered immediate family: 
(1) Husband and wife. 
(2) Natural parent, child, and sibling. 
(3) Adopted child and adoptive parent. 
(4)Stepparent, stepchild, stepsister, and stepbrother. 
(5) Father-in-law, mother-in-law, sister-in-law, brother-in-law, son-in-law, and daughter-in-law. 
(6) Grandparent and grandchild. 
(c) Control exists wherean individual or an organization has the power, directlyor indirectly, to influence or direct 
the actions or policies of an organizationor institution, whetheror not actually exercised. 
(d) Transactions between related parties are not consideredto have arisen through arm's-length negotiations. Costs 
applicable to services, facilities, and supplies offurnishedto a providerby related parties shall not exceed the lower 
the cost to the related party, or the price of comparable services, facilities, or supplies purchased elsewhere. An 
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exception to this subsection may be granted by the office if requested in writing by the provider before the rate 

effectivedate of the review to which the exception is to apply. 

(e) The oflice shall grantan exception when a related organization meets
all of the following conditions: 
(1) The supplying organizationis a bona fide separate organization. 
(2) A sufficient partof the supplying organization's business activityis transacted with other than the provider and 
organizations relatedto the supplier in common ownership or control, and thereis an open competitive market for 
the type of services, facilities,or supplies timished by the organization. 
(3) The services, supplies,or facilities are those which commonly are obtainedby institutions, suchas the provider, 
from other organizations and are not a basic elementof patient care ordinarily timished directly to patients by such 
institutions. 
(4) The charge to the provider is in line with the charge for such services, facilities, or supplies in the open market 
and no more than the charge made under comparable circumstancesto others by the organization for such services, 
facilities,or supplies. 

405 IAC 1-14.5-12 Allowable costs; capital return factor 
Authority: IC 12-8-6-5; IC 12-15-1-10; IC 12-15-21-2 
Affected: IC 12-13-7-3; IC 12-15 

Sec. 12. (a) Providers shall be reimbursed for the use of facilities and equipment, regardless of whether they are 
owned or leased, by means of a capital return factor. The capital return factor shall be composed of a use fee to 
cover the use of facilities, land and equipment, and a returnon equity. Such reimbursement shallbe in lieu of the 
costs of all depreciation, interest, lease, rent, or other consideration paid for the use of property. This includes all 
central office facilities and equipment whose patient care-related depreciation, interest,or lease expenseis allocated 
to the facility. 
(b) The capital returnfactor portion of the established rateis the sum of the allowed use fee, returnon equity, and 
rent payments. 
(c) Allowable patient care-related rent, lease payments, and fair rental value of property used through contractual 
arrangement shallbe subjected to limitationsof the capital return factoras described in this section. 

405IAC1-14.5-13 Allowable cost; capital return factor;computation of use fee component; interest; 

allocation of loan to facilities and parties 

Authority: IC 12-8-6-5; IC 12-15-1-10; IC 12-15-21-2 

Affected: IC 12-13-7-3; IC 12-15 


Sec. 13. (a)The use fee limitation is based on the following: 

( I )  The assumption that facilities and equipment are prudently acquired and financed. 

(2) Providers will obtain independent financing
in accordance with asound financial plan. 
(3) Owner capital willbe used for the balance of capital requirements. 

(b) The amortization periodto be used in computing the usefee shall be the greater of twenty (20) years or 
the actual amortization period for the facility and for facilities and equipment where a single lending arrangement 
covers both. Whereequipment is specifically financedby means of a separate lending arrangement, a minimumof 
seven (7) years shallbe the amortization period. Provided, however,that a mortgage existingon April 1,1983,has a 
!illy amortizing lifeof less than twenty(20) years, the use fee will be calculated using the actual lifeof the lending 
arrangement, but not less than twelve(12) years. 

(c) The use feecomponentof the capital return factor shallbe limited by the lesserof: 
(1) the originalloan balance at the timeof acquisition; 
(2) eighty percent(80%) of historical costof the facilities and equipment;or 
(3) eighty percent (80%) of the maximum allowable property basis at the time of the acquisition plus one-half 
(11/2of the difference between that amount and the maximumproperty basis per bedon the rate effective date. 

(d) The maximum interest rate allowedin computing the use fee shallnot exceed one and one-half percent 
(1.5%) abovetheUnitedStatesTreasurybond,thirty (30) year amortization constantmaturityrateplusthree 
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percent (3%), rounded to the nearest one-half percent (.5%) or the actual interest rate, whichever is lower. For 
property financingwith a fixed interest rate,the date that thefinancing commitment was signed by the lender and 
borrowershallbethe date uponwhich the allowablerateshall be determined. For propertyfinancingwitha 
variable interest rate, the allowable interest rate shallbe determined each year at the provider's report year end. 

(e) The use fee determined under this section shallbe subject to the limitations under section15(b) of this 
rule. 

(0Refinancing of mortgages shallbe amortizedover the amortization periodof the refinancing; however, 
theamortizationperiodfortherefinancedmortgageshall not be less than twenty (20) years. Refinancing 
arrangements shall onlybe recognized when the interest rate is less than the original financing, and the interest rate 
on the refinancing shall notbe allowable in excess of the interest rate limit established on thedate the refinancing 
commitment was signed the interest rate fixed by the lender andborrower. 

(g) Variable interest debt be recognized for the purposeof calculation of the use fee if the variable rate 
is a function of an arrangemententeredinto and incorporated in the lendingarrangementatthetime of the 
acquisition of the facility arrangementunder subsection(f).or as part of an allowable refinancing 

(h) Interest costs on borrowed finds used to construct facilities or enlarge existing facilities which are 
incurred during the periodof construction shallbe capitalized as part of the costof the facilityor addition. 

(i) Interest costs on operating loans each reporting period shall be limited to interest costs of principal 
amounts thatdo not exceed a value equalto two (2) months of actual revenues. Interest on such loans shall only be 
recognized if the provider can demonstrate that such loans were reasonable andnecessaryin providing patient 
related services. Working capital interest must be reduced by investment income. Working capital interest isan 
operating cost and will notbe included in calculating theuse fee. 

G )  Loans covering more thanone ( I )  facility or asset shallapply to the several facilitiesor assets acquired 
in proportion to the cost thateach item bears to the total cost. Accordingly, if any buildingor asset covered by the 
loan is used for purposes other than patient care, use fee applicableto such assets willbe determined based upon 
its proportionate shareof the total asset cost. 

(k) Loans from arelatedpartymust be identifiedandreportedseparatelyonthe annual or historical 
financial report. Such loans shall be allowable if they meet all other requirements, the interestdoes not exceed the 
rate availablein the open market, and such loans are repaidin accordance with an established repayment schedule. 

(I) Use fee for variable interest rate mortgageswill be calculated as follows: 
(1) Recalculate the use fee forthe reporting year basedupon the provider's average actual of interest paid. 
(2) Compare the use fee allowed in the reporting year and the recalculated use fee and determine the variance 
(amount by which the amount allowedin the prior rate case exceededor was less than the amount earned under the 
recalculation in subdivision (1)). 
(3) Calculate the prospective in effect at the end of the provider's reporting year.usefee based upon the interest rate 
(4) The use fee on the prospective rate is the amount determined in subdivision (3) plus or minus the variance in 
subdivision (2). 

405 IAC 1-14.5-14 Allowable costs; capital return factor; computationof return on equity component 

Authority: IC 12-8-63 IC 12-15-1-10; IC 12-15-21-2 

Affected: IC 12-13-7-3; IC 12-15 


Sec. 14. (a) For a provider withan initial interim rate resulting from: 

(1) a changeof provider status;or 

(2) a new operation; 

before the effective dateof this rule, the returnon equity shall be computed on the higherof twenty percent(20%) 

of the allowable historical cost of facilities and equipment, or actual equity in allowable facilities and equipment. 

Allowable historical costof facilities and equipmentis the lesser of the provider's actual historicalcost of facilities 

and equipment or the maximum allowable property basis at the time of the acquisition plus one-half (In)of the 

difference between that amount
and the maximum allowable property basis per bed on the rate effective date. 

(b) For a provider withan initial interim rate resultingfrom 
( I )  a change ofstatus; or -. ,\ \ \  . .  
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(2)a new operation; 
on or after the effective date of this rule, the return on equity shall be computed on the actual 
equity in allowable facilities and equipment upto a maximum of eighty percent (80%) of 
allowable historical cost of facilities and equipment. 

(c) The return on equity factor shall be equal to the interest rate used in computing the use fee plus one 
percent (I%), or one percent (1%) below the United States Treasury bond, thirty (30)year amortization, constant 
maturity rate on thelast day of the reporting period, plus three percent(3%), whichever is higher. 

(d) The return on equity determined under this section shall be subject to the limitations under section 
15(b)of this rule. 

405 IAC 1-14.5-15 Allowable costs; capital return factor; use fee; depreciable life; property basis 

Authority: IC 12-8-6-5; IC 12-15-1-10; IC 12-15-21-2 

Affected: IC 12-13-7-3; IC 12-15 


Sec. 15.(a) The following is a schedule of allowable use fee lives by property category: 
Basis Property Life Use Fee 

Land 

Land improvements 

Buildings
and
components 

improvements Building 
equipment Movable 

Vehicles 

20 years 
20years 
20years 
20years 
7Years 
7Years 

The maximum property basis per bed at the timeof acquisition shall be in accordance with the following schedule: 
Acquisition Maximum Property 

Basis Date 
$12,650 711176 
$13,255 411177 

10/1/77 $13,695 
4/1/78 $14,080 
1011178 $14,630 
4/1/79 . $1 5,290 
10/1/79 $16,115 
4/1/80 $16,610 
10/1/80 $17,490 
4/1/81 $18,370 
10/1/81 $19,140 
4/1/82 $19,690 
911182 $20,000 
3/1/83 $20,100 
911183 $20,600 
3/1/84 $20,600 

1,200 $2 911184 
3/1/85 1,200 $2 
9/1/85 $21,200 

$2 3/1/86 
1,500 $2 911186 

$2 3/1/87 
911187 $22,400 
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3/1/88 $22,600 
9/1/88 $23,000 
3/1/89 $23,100 
911189 $23,300 
3/1/90 $23,600 
911/90 $23,900 
3/1/91 $24,500 
9/1/91 $24,700 
311/92 $24,900 
9/1/921I92 $25,300 
3/1/93 $25,400 
911193 $25,100 
311/94 $26,000 

$26,300 911194 
3/1/95 $26,500 
911195 $27,300 

$27,700 3/ 1196 
$28,000 911196 

311/97 $28,300 
911I97 $28,600 
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The schedule shall be updated semiannually, effectiveon March 1 and September 1 by the office, and rounded to 
the nearest one hundreddollars ($100) based on the changein the R.S. Means Construction Index. 

(b) The capital return factor portion of a rate thatbecomes effective after the acquisition date of an asset 
shall be limited to the maximum capital return factor which shall be calculated as follows: 
(1) The use fee portionof the maximum capital return factoris calculated based on: 
(A) the maximum property basis per bedat the timeof acquisition of each bed, plus one-half (In)of the difference 
between that amount andthe maximum property basisper bedat the rate effective date times eighty percent(80%); 
(B)the term isdetermined per bed at the time of acquisitionof each bed and is twenty (20) years for beds 
acquired on or after April 1 ,  1983, and twelve (12) years for beds acquired before April 1, 1983; and 
(C) the allowable interest rate is the United States Treasury bond, thirty (30) year amortization, constant maturity 
rate plus three percent(3%), rounded tothe nearest one-half percent(.5%) plus one and one-half percent(1.5%) at 
the earlierof the acquisitiondate of the bedsor the commitmentdate of the attendant permanent financing. 
(2) The equity portionof the maximum capital return factoris calculated basedon: 
(A) the allowable equityas established under section14 of this rule;and 
(B) a rate of return on equity that is the greater of United States Treasury bond, thirty (30) year amortization, 
constant maturity rate plus three percentYO), rounded to the nearest one-half percent(21%) on the last day of the 
reporting period minus one percent (I%), or the weighted average of the United States Treasury bond, thirty (30) 
year amortization, constant maturity rate plus three (3%), rounded to the nearest one-half percent(.5%) plus 
one percent (1%) at the earlier of the acquisition date of theor the commitment dateof the attendant permanent 
financing. 

(c) For facilities with a change of provider status, the allowable capital return factor of the buyer/lessee 
shall be nogreater than thecapitalreturnfactorthatthe seller/lessor wouldhavereceivedonthedate of the 
transaction, increased by one-half (112) of the percentage increase (asmeasured from the date of acquisition/lease 
commitment date by theseller/lessorto the date of the change in provider status) in the Consumer Price Indexfor 
All Urban Consumers (CPI-U) (United States city average). Anyadditional allowed capital expenditures incurred by 
the buyer/lessee shallbetreated in thesamemanner as if the seller/lessor hadincurredtheadditionalcapital 
expenditures. 

(d) The following costs which are attributableto the negotiationor settlement of the saleor purchase of any 
capitalasset(byacquisitionormerger)forwhichanypayment has beenpreviouslymadeundertheIndiana 
Medicaid program shallnot be recognized as an allowable cost: 
(1) Legal fees. 
( 2 )  Accounting and administrative costs. 
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